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Students’ Department
Edited by H. A. Finney

Effective Interest Rate
Editor, Students’ Department:
Sir: In the Students’ Department of the Journal for November last,
p. 385, there was given the solution of a problem to determine the effective
rate of interest on a series of bonds issued at a discount and redeemable
in part at par and in part at a premium. The problem was:
An issue of $1,000,000.00 of bonds is made at 90 carrying interest at
5 per cent. redeemable at the value of $50,000.00 each half-year at 100
for the first five years and thereafter at 105. Find the effective rate
of interest.
The problem was solved by the following procedure:
(a) A trial rate approximate to the true effective rate was obtained by
a method based on arithmetical progression.
(b) The price at which the bonds would have been issued to yield this
trial or assumed rate was computed by finding, with the aid of an interest
table, the present value of all of the payments to be made on principal,
premium and interest.
(c) The difference between the actual price of issue and the price at
which the bonds would have been issued to yield the trial rate was ascer
tained. This difference was used as the basis of an arithmetical calcu
lation to obtain a closer approximation of the rate. Steps (b) and (c)
were repeated to obtain a third trial rate which was a still closer approxi
mation. The extent of error in each trial rate was ascertained by the
laborious process of setting up a table of repayments and amortization.
This method has the advantage of requiring no knowledge of algebra,
but it has the disadvantage of being extremely laborious. I submit a
solution by the method of interpolation which will perhaps interest those
readers—and they cannot be few—who have some knowledge of algebra.
The saving of labor thus afforded in this class of problems is so great
that some may feel disposed to get out their college textbooks again and
brush up their acquaintance with the operations and more important
theorems of this branch of mathematics.
The steps of the solution correspond with the steps outlined above,
with differences in procedure as indicated below:
(a) A trial rate is obtained as in (a) above.
(b) The present value of the loan at the trial rate—that is, the price
at which the bonds would have been issued to yield the trial rate—is com
puted by utilizing Makeham’s formula.
(c) The correction from the trial rate to the true rate is accomplished
by interpolation.
The calculations will be based on $1.00 instead of $1,000,000.00 as the
face value of the loan. The rate found on $1.00 of course will be that
for the whole loan.

Step (a)
The first trial rate can be obtained by the method described in the
November, 1920, Journal, p. 386, or by the use of a table of serial bonds
such as Rollins’. We thus obtain 4 per cent. as a starting point, knowing
that the true effective rate is somewhat less.
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Step (b)
Makeham’s formula for the present value of a loan payable by instal
ments is:
g

A = K + - X (1-K) ..................................................... (1)
i
when A is the present value of the loan
K is the present value of the instalments calculated
at the rate i
g is the rate of interest paid by the borrower on
the unpaid instalments—payable half-yearly
i is the rate of interest earned by the lender on
the sum lent, converted half-yearly
This formula will give us the present value of the loan, disregarding
the premium. We have therefore to find an expression for the present
value of the premium, and by adding it to Makeham’s formula we have a
complete expression for the present value of the loan.
The premium consists of 10 payments of $2,500.00 payable at the end
of each of 10 half-yearly periods beginning 10 periods hence. Each dollar
of the loan, therefore, carries an annuity of .0025 for 10 periods deferred
10 periods, the present value of which is expressed by .0025 X 10 a10.
The present value of an annuity for n periods deferred m periods can
be expressed in terms of two immediate annuities, thus
+n

m Hn

We therefore add this expression to (1) and obtain our complete
formula for the present value of the loan:

g

X [1 — K]
(2)
+ 1.0025 X (a20 — a10)
i
g, the nominal rate per half-yearly period, is .025
i, the trial effective rate per half-yearly period, is .04
We now refer to tables such as Archer’s to determine the required
present values of annuities:
P. V. of annuity of 1 @ 4% for 20 periods, or a20 =
13.590,326,34
P. V. of annuity of 1 @ 4% for 10 periods, or a10 =
8.110,895,78
A =

+

Then a20—a10 =
The formula may now be restated thus:
A =

K +

5.479,430,56

.025 X [1 — K])] + (.0025 X 5.479,430,56)
.04

As already stated, K is the present value of the instalments on the
principal, calculated at the rate i, which in this case is .04. These instal
ments constitute an annuity of .05 for 20 periods, and K is their
present value.
Hence K = .05 X a20
= .05 X 13.590,326,34
= .679,516,32
The formula may now be stated thus:
A = [.679,516,32 + .025 X [1 — .679,516,321)]+ (.0025 X 5.479,430,56)
.04
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and solved thus:
A =.679,516,32 + (.625 X .320,483,68) + .013,698,57
= .679,516,32 + .200,302,30 + .013,698,57
= .893,517,19
This computation is also shown in tabular form at the end of this letter.
Step (c)
We now know that the trial rate, 4%, is too large, because the present
value of the loan at that rate is too small, the present value .893,517,19
being less than the .9 stated in the problem as the price at which the bonds
were issued.
We next try i = .03875. Referring to the tabular computation at the
end of the letter, it will be noted that A at this rate is .902,992,0, which
is greater than the given value, indicating that .03875 is too low a rate.
Hence the true value of i, or the true effective rate, must be between .04
and .03875. We can obtain a first approximation to the true value of i
by proportion, as follows:
Trial rates
Present values
3.875%
$.902,922,0
4.
.893,517,2

Differences

.125

.009,404,8

Price at unknown rate
“ “ 4%

$.900,000,0
.893,517,2

Difference, or required increase over value
at 4%
.006,482,8
If a decrease of .125% in the rate causes an increase of .009,404,8 in
the price, the approximate effective rate may be computed thus:
64828
i = 4% - (-------- + .125%)
94048
= 4% — ( .6893) + .125%)
= 4% — .0862%
= 3,913%
The correctness of this rate, 3.9138%, can be tested in any one of
three ways:
(1) By computing a table of repayments. This is the method adopted
in the solution given in the November issue. It is rather laborious.
(2) By computing the value of A at the rate 3.9138%, using the for
mula already constructed, and noting how near it is to the given value, .9.
But tables do not give the present values of annuities at such unusual
rates, and if this method were adopted it would be necessary to use
logarithms to compute the present value of annuities of 10 and 20 periods.
(3) By computing A at the next two lower interest rates in the book
of interest tables. Having done this we shall have four exact present
values of the loan at four different interest rates, in addition to the
approximate present value at 3.9138%. With these four exact values we
can construct a table of “differences” and by this powerful method not
only test the accuracy of the 3.9138% rate but obtain a rate still more
exact than 3.9138%.
We therefore compute A at the next two lower rates in Archer’s
tables, which are 3¾% and 3⅝%. The computations are given with the
others at the end of this letter.
We can now set out these four values in our table with their differences.
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Table A.—Value of A at Various Values of i
i
A
D1
D2
D3
.040,000
.893,517,19
.009,404,78
.000,151,85
.000,004,02
.038,750
.902,921,97
.009,556,63
.000,155,87
.037,500
.912,478,60
.009,711,50
.036,250
.922,190,10
Columns i and A are taken from the computation. The column headed D1
consists of the difference between the first and second, the second and third
and the third and fourth of the values in column A. These are called
first differences. Similarly column D2 is made up of the differences of
column D1, while D3 is the difference of D2.
The first value of A is called the leading term and the differences on
the first line are called the “leading differences.”
This is not the place to explain the theory of finite differences. There
are several books on the subject dealing with it from the point of view
of the accountant One such is Sunderland’s Notes on Finite Differences
for the Use of Students. Mr. Sprague’s book, The Accountancy of In
vestment, also gives some explanation of it. There is also an excellent
paper on practical interpolation by Mr. Little in the Journal, Vol. 27, p. 48.
Mr. Little adds a useful table of coefficients. A similar but smaller table
is given in Chambers’s table.
We can now find a value of A corresponding to i = .039138 which is
the approximate value just found and thereby ascertain how near the
truth it is.
Now the value of A at any intermediate rate between the first two
values of i in our table will be the leading term plus a fraction of the
first leading difference D1 minus a fraction of the leading second differ
ence D2 and plus a fraction of the third difference D3, or it may be
expressed thus:
+ .893,517,19
+ .009,404,78 X m1
at i = .039,138, A = —
.000,151,85 X m2
+ .000,004,02 X m3
The values for m1, m2 and m3 are found by reference to books con
taining tables of these coefficients, or they may be computed as follows:
To find m1: .040000 The highest rate in the table
.039138 The trial rate
.000862
.040000 The highest rate in the table
.038750 The next lower rate in the table
.001250 Difference between rates
Then 862 ÷ 1250 = .6896 or m1
To find m2: 1 — .6896 = .3104
.3104 X .6896 = .2140
.2140 4- 2 = .1070 or m2
To find m3: 2 — .6896 = 1.3104
1.3104 X .1070 = .1402
.1402 ÷ 3 = .0467 or m3
Then the value of A at .039,138 is found as follows:
Value at .04 ....................................................... 893,517,19
Plus
.009,404,78 X .6896 (or D1 Xm1) ................+.006,485,54
Minus
.000,151,85 X .1070 (or D2 Xm2) ................ —.
16,25
Plus
.000,004,02 X .0467 (or D3 Xm3) ................+
,16
Value of A at .039138 ....................................... 899,986,64
Value of A at unknown rate............................ 900,000,00
Difference ......................................................
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The value of A is too low by $13.36 on a loan of $900,000.00, and
therefore .039138 is slightly too high. The computation would generally
stop at this point as this value is sufficiently close for most purposes. Thus
by computing A at two values of i from tables, and by simple interpo
lation we have found a first approximate value for i which is closer
than the second approximation obtained by the arithmetical method used
in the former solution. It is instructive, however, to carry the computation
a stage further and find a closer approximation to the true value of i.
We have already obtained the following values:
Rates
Values
.899,986,64 Interpolated
.039138
.03875
.902,921,97 From tables
Differences .000388
.002,935,33
Price at unknown rate
Price at .039138

.900,000,00
.899,986,64
.000,013,36

The next approximate value of ii is therefore found as follows:
1336
i = .039138 — (-------- X .000388)
293533
= .03913623
Thus we have a value of i to 8 places which ought to be very near
the truth and give a value of A very close to .9. To check this rate we
compute the value of A at this rate for i by interpolation in our table
of differences. To do so we must first compute the values of m1, m2
and m3, when the rate is .039,136,23.
m1: .040,000,00 The highest rate in the table
.039,136,23 The trial rate
.000,867,77
86377 ÷ 125000 = .691016
or m1
1 — .691016 = .308984
.308984 X .691016 = .21351
.21351 ÷ 2 = .10675
or m2
m3: 2 — .691016 = 1.308984
1.308984 X .10675 = .139734
.139734 ÷ 3 = .04658
or m3
Then the value of A at .039,136,23 is found as follows:
Value at 4% ..................................... 893,517,19
Plus
.009,404,78X .691,016 (or D1 XmJ ............ +.006,498,853
Minus
.000,151,85X .106,75 (or D2 XmJ ............ —.
016,210
Plus
.000,004,02X .046,58 (or D3 Xm3) ............ +.
187

m2:

Value of A at .039,136,23 ................................ 900,000,02
Value of A given in problem...........................900,000,00
Difference ........................................................... 000,000,02

This is as close as we can get with our 8-place interest tables. The
effective rate of interest earned on the loan is 3.913,623 per cent. each
half year, or a nominal yearly rate of 7.827,246 per cent., convertible half
yearly. This is what is really required in considering a loan of this kind.
The problem, however, calls for the effective rate. The effective semi

384

Students’ Department
annual rate has already been computed. The effective annual rate may
be computed as follows:
1.039,136.232 — 1 = .079,804,1 or 7.980,41%
A table of repayments has been computed and shows that at this rate
the loan is completely repaid at the end of the term. One advantage of
this method is that any error in any one of the approximations will not
throw out the final result because it will be corrected in the subsequent
approximations.
None of the calculations has been such as require a calculating machine,
although such a thing is of course useful and time-saving. Logarithms
have not been employed. However, it is essential that a large interest
table, such as Archer’s, be available because interpolation methods cannot
be usefully employed when the tabular rates are more than ¼% apart.
Such a table as Archer’s is a necessity in an accountant’s office and together
with Sprague’s bond tables and Vega’s logarithm table will enable the
accountant to solve almost any actuarial problem not involving life con
tingencies.
New York.
Charles Judson.
The calculation of A at various rates follows:

Computation

of the Present Value (A) of the
Different Rates of Interest (i)

g
A = — (1 — K) + .0025 (a20
i
Rate per cent.
4%
i ....................... .......... 040
a20 from tables . ....13.590,326,34
.05 X a20 = K (a) .679,516,32
1 — K ........... ...........320,483,68
.025 (1 — K) . .......... 008,012,09
.025 (1 —K) ÷i (b) .200,302,30
a20 from tables . ... .13.590,326,34
a10 from tables . .... 8.110,895,78
a20
a10 ......... .... 5.479,430,56
.0025 (a20 — a10) (c) .013,698,57
A = a + b + c ... .893,517,19

Loan

at

Four

— a10) and K = .05 X a20 : g = .025

3¾%
3⅝%
3⅞%
.03625
.03750
.03875
13.742,000,79 13.896,204,21 14.052,987,64
.702,649,38
.687,100,04
.694,810,21
.297,350,62
.305,189,79
.312,899,96
.007,433,76
.007,629,75
.007,822,49
.205,069,39
.203,459,85
.201,870,94
13.742,000,79 13.896,204,21 14.052,987,64
8.161,603,46 8.212,787,25 8.264,452,67
5.580,397,33 5.683,416,96 5.788,534,97
.014,471,33
.014,208,54
.013,950,99
.922,190,10
.902,921,97
.912,478,60

Agency Sales

Editor, Students' Department:
Sir: I wish to thank you for the assistance rendered me by you in
answer to my recent letter. However, I have one more question to ask.
The above concern has two branches, i.e., two sales rooms. These branches
receive shipments from us and are billed at the regular wholesale prices
less a discount of seven per cent. Now at the end of each month I post
the shipments in an aggregate as follows:
Cost of sales—New York.
To sales—factory.
I do not believe this is correct, since the shipments do not actually
represent sales made by the factory. However, I am following the plan
by which the books have been kept for years.
The sales made by the branches are reported to the factory and my
entry is:
Accounts receivable—stores.
To sales—New York.
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Will you kindly explain what would be the correct manner of showing
these transactions on the books, and also how the allowance of seven per
cent, should be shown?
Yours very truly,
New York.
T. K.
Unless there is some very good reason for billing the branch at whole
sale price less seven per cent, it would be desirable to abandon the system
and bill at cost to avoid the element of unrealized profit. Shipments to
selling agencies are not sales, and the accounts should be kept in such a
manner as to avoid taking up any profit before the agency sells the goods.
It is possible that the goods are billed to the agency at wholesale price
less seven per cent. to keep the agency from knowing the cost of the goods.
If this is the only reason, the accounts may be kept as follows, assuming
the following facts for purposes of illustration:
Cost of manufacture: $70.00 each.
Wholesale price: $100.00 each.
Billed price: $93.00 each.
75 shipped to New York office.
Cost: $70.00 X 75 = $5,250.00.
Billed price: $93.00 X 75 = $6,975.00.
50 sold by New York office.
Cost: $70.00 X 50 = $3,500.00.
Billed price: $93.00 X 50 = $4,650.00.
Selling price: $100.00 X 50 = $5,000.00.
25 in final inventory at New York office.
Cost: $70.00 X 25 = $1,750.00.
Billed price: $93.00 X 25 = $2,325.00.
Journal Entries
N. Y. office mdse (instead of cost of sales) ....................$6,975.00
Shipments to N. Y. office (instead of sales—factory)
$6,975.00
To record billed price of goods shipped ($93 X 75)
Accounts receivable ........................................................... 5,000.00
Sales—New York .....................................................
To record sales by agency ($100 X 50)

Sales—New York .............................................................. 3,500.00
Inventory—New York .................................................... 1,750.00
Manufacturing account (or finished goods).............
To charge sales with cost of goods sold ($70 X 50) ;
to set up inventory at agency at end of period ($70 X
25) ; and to relieve manufacturing account of cost of
goods manufactured and shipped to agency ($70 X 75)
Sales—New York .............................................................. 1,500.00
Profit and loss—New York.......................................
Gross profit on sales ($30 X 50)
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Shipments to N. Y. office ................................................ 4,650.00
N. Y. office mdse .......................................................
4,650.00
To reverse memorandum entries to the extent of the
billed price of the goods sold by the agency.
It should be noted that the two accounts in the last entry are purely
memoranda. Their balances should always be offsetting, and they do not
appear in either the profit and loss statement or the balance-sheet.
If the practice of billing at wholesale price less seven per cent. is
adopted because the agent is paid a commission based on the difference
between this billed price and the actual selling price, the accounting could
be modified as follows:
The first three entries and the fifth would be made as above. To reduce
the balance of the sales account to the figure on which the commission
is based, the following entry would be made:
Sales—New York .............................................................. 1,150.00
Profit and loss—New York.......................................
1,150.00
To charge sales account with the difference between
cost of sales ($3,500.00) and billed price of sales
($4,650.00), thus reducing the balance of sales account
to $350.00, the profit on which the agent is allowed a
commission.

Sales—New York ..............................................................
Profit and loss—New York .....................................
To transfer to profit and loss the gross profit subject
to commission.

350.00

Profit and loss—New York .............................................
N. Y. agent’s commission .........................................
To record commission, assuming a rate of 50% on the
portion of profits subject to commissions.

175.00

350.00

175.00

At this point the profit and loss account of the agency on the home
office books would appear as follows:
Profit and Loss—New York
Agent’s commission ........... $ 175.00

Gross profit not subject to
commission ..................... $1,150.00
Gross profit subject to com. 350.00

Of course, if the agent always sells at the wholesale price existing at
the time the goods are billed to him, the commission would be 50%
(assumed rate) of 7% of the sales. The method of accounting described
provides for computing and recording the commission in case the agent’s
selling price varies from the market wholesale at time of billing.
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Interest, Packages and Appreciation

Editor, Students’ Department:
Sir : The writer will greatly appreciate your kindness if you will
answer the following questions through your department in The Journal
of Accountancy.
1. In a manufacturing business if it is desired to allow interest on the
capital invested, should such interest charge be included in the cost of
production or be handled outside of the manufacturing statement?
2. In what circumstances are boxes and crates considered as a part of
the cost of goods sold rather than as a selling expense?
3. Suppose an asset (land, for instance) appreciated in value $10,000.00.
Can the whole or any part of such appreciated value be carried to the
regular capital (earned) surplus account before the land is sold and the
increase actually realized?
Yours very truly,
Allston, Massachusetts.
R. H. B.
1. The accounting treatment of interest on capital would depend on the
purpose for which the interest is allowed. When you say “interest on the
capital invested” this implies interest on the total capital, and it is in
conceivable that so much interest would be included in the cost of
manufacture even by those who advocate including interest as part of
the cost. In a partnership, interest is sometimes allowed on the capital
as a form of division of profits. If that is the intention, the interest
should be charged to profit and loss and credited to the partners as a
first division of the profits in the capital ratio. It would not appear in
the manufacturing account.
What you probably mean is that interest is allowed on that portion
of the capital which is invested in manufacturing assets, and the object
of allowing the interest is to determine the cost of production including
a charge for the capital tied up in fixed assets. There has been a good deal
of discussion as to whether interest should be included in the cost, and
accountants are by no means agreed. If it is desired to include the
interest as a cost of manufacture, the interest should be charged to
manufacturing and credited to interest on manufacturing assets or some
other account indicating that the interest credit does not represent an
actual earning, but is merely a bookkeeping entry. At the end of the
period, the interest included in the cost of goods still in the inventory
should be left in the interest account as a reserve to reduce the inventory
to the actual cost. The balance of the interest should be credited to
profit and loss.

2. The proper treatment of boxes and crates is a difficult one to bring
under general rules. Broadly speaking the test is: When does the process
of manufacture end? In the case of canned goods, the cans are a cost of
manufacture because the goods are not manufactured until they are canned.
The crates are a selling expense because the goods do not have to be crated
until they are sold, although it may be more convenient to crate them
immediately. In general, the packages in which the goods are placed
when manufactured are a part of the cost of manufacture; and the
cases in which the packages are packed for shipment are a selling expense.

388

Students’ Department
3. There is no principle of accounting more firmly established than the
one which prohibits taking a profit by writing up a fixed asset which is
not being sold. For this reason the appreciation should not be credited
to surplus.
I note that you speak of capital surplus as surplus from earnings.
Ordinarily capital surplus is used to convey just the opposite meaning.
I refer you to the answer to the next letter.
Unrealized Profit on Appraisals
Editor, Students’ Department:
Sir : A few days ago I noticed, in the answer to a C. P. A. question,
an expressed opinion which seems so at variance with what I have read,
heard, argued and been taught that I should like your opinion on it. The
question is:
“How should substantial changes in the value of capital assets be treated
in the accounts in respect to surplus?”
That part of the answer which is pertinent to the point raised in this
discussion reads as follows:
“It is becoming more and more common to set up a special account
called ‘Capital Surplus,’ ‘Special Surplus’ or something similar, to contain
surplus that does not arise from earnings. This does no harm, though
it seems rather useless. The reason given for such a course is usually
that if unearned surplus is mingled with earned surplus, dividends may
be declared therefrom; and it is a common notion that dividends should
be declared only from earnings. But this is not the case either legally
or logically. If a corporation has an actual surplus, whether it appears
in one account or in several, it is proper and perfectly legal to declare a
dividend; if it has plenty of cash, it is ordinarily prudent as well.”
In the west it is quite common to find timber and timber lands, as well
as other landed property, appreciated on the books in accordance with
appraisals and estimates. If the directors of a company find it desirable
to increase the value of the fixed assets on the books and adopt a sound
and conservative basis for establishing the value, what would be the
wrong, notwithstanding the well-known prejudice among accountants against
this practice ?
But it has been my understanding that such increases in value are not
income. They constitute merely an offsetting credit for the increased value
added to the asset account. At best they might be called anticipated profits,
but as such, according to accounting principles, could not properly be
regarded as income subject to dividends.
It therefore seems to me that dividends paid in excess of earned surplus
or surplus arising from premiums on the sale of capital stock or both would
be simply a liquidation of original capital.
I shall appreciate very much your opinion as to the point involved, and
your views regarding the answer quoted.
Yours truly,
Portland, Oregon.
R. F. R.
There is considerable difference of opinion among accountants as to
whether extraneous profits should go into the general surplus or into a
capital surplus account, but there can be no difference of opinion as to
the propriety of using an unrealized profit (such as that arising from an
appreciation in the value of a fixed asset or of timber lands, as disclosed
by an appraisal but not realized by a sale), for dividend purposes.
In my opinion a distinction should be made in the accounts as follows:
Realized profits from operations;
Realized profits of an extraneous nature;
Unrealized profits.
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Surplus should be credited with earned profits from operations only, and
of course the entire surplus is available for dividends unless a portion
of it has been appropriated for some special reason, such as an appro
priation of surplus for a sinking-fund reserve connected with a bond issue
or an appropriation of surplus to conserve funds for an extension of
the plant.
Realized profits of an extraneous nature and other extraneous incre
ments to surplus should be credited to a capital surplus account. Profit
on the sale of a fixed asset would be an earned profit of an extraneous
nature; a premium on the issue of stock would be an extraneous increment
to surplus although it is in no sense a profit. These realized extraneous
items could be used for dividends without violating the law, although the
stockholders should be informed that the dividends came from capital
surplus instead of from operating profits.
Unrealized profits should not be credited to any surplus account, general
or capital, because they are not realized increments of surplus and are
not available for dividends. They should be credited to such an account as
reserve for appreciation of real estate or reserve for appreciation of timber
lands. If the reserve is set up because of the revaluation of a fixed
asset on the basis of an appraisal, it should be held on the books until
disposition of the asset. At that time, if the price realized is less than
the debit in the asset account, the difference is charged first to the reserve
for depreciation and the remainder to the reserve for appreciation. Any
balance remaining in the reserve for appreciation would then be a
realized extraneous profit to be transferred to capital surplus. If the
reserve is set up against timber lands which are being stripped, and the
timber is being sold, the reserve would be gradually transferred into an
earned operating profit by the sale of the timber, and it should be gradu
ally closed to general surplus through the profit and loss account as sales
are made.
It is not obligatory to keep a capital surplus account. As all realized
profits are available for dividends whether arising from regular operations
or not, all profits can be credited to surplus. But if a capital surplus is
kept, it seems imperative to credit it with actually realized items only.
When the account is credited with realized extraneous profits, which are
available for dividends, and with unrealized profits, which are not available
for dividends, the account will have to be analyzed to determine what
dividends can be paid and charged to it.
Stock Issued

for

Liberty Bonds

Editor, Students’ Department:
Sir : I submit for your consideration in the Journal the following
question: Is capital stock paid in Liberty bonds considered to be fully
or partly paid? Liberty bonds at the present time have depreciated con
siderably in the market but the directors of a corporation have decided to
accept them in payment for new capital stock at their face value.
Very truly yours,
Waterbury, Connecticut.
H. G.
The directors of a corporation are the judges of the value of the
property which they accept for stock, and unless there is evidence of
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fraud a court will not go behind the values fixed by them. Hence they
have a right to issue the stock for Liberty bonds at par, and the cor
poration itself would be estopped from claiming that the subscribers had
not paid their subscriptions in full. In other words the corporation
could not make another assessment on the stock if it had been issued as
fully paid and non-assessable.
While the corporation itself could not claim that the stock had not
been fully paid, the creditors might do so. Whether they could get a
court to agree with them or not is another thing. In the first place they
would have to prove fraud, and in the second place there would be a
serious practical difficulty in determining the value of the Liberty bonds
and thus fixing the liability of the stockholders to creditors.

Anonymous Letters
It seems necessary once more to call the attention of readers
department to the fact that no letter will receive the attention
editor unless it is signed. Only the initials of the correspondent
printed in the Journal if the writer requests that his name shall not
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